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The  Fourth  Year  of  the  War 
in  Foreign  Exchange 
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From  The  Monetary  Times  of  Canada,  Scpiembei  27th,  1918 


FOREr^N  EXCHANGE  IN  1918 


Fluctuations  Durinf      .at  Ended   Ist  July  —  Wonderful  Way  in  which  Sterling 
Quotations  in  New  York  have  been  Maintained— Exchange  Reflects 
State  of  Trade  and  also  Political  OutIo(A 

BY  E.  M.  DAWSON. 
Maiwtet.  FoMigB  ExchMse  DBpMtmeM,  Unien  Buk  ol  Caaada.  MoMimI 


0\  ..1 1  •iinp.iiiv  ill. 111.  prep. mil  In  ihr  I'ni.m  U.ink 
..1  I'.iii.iil.i.  KtiiiiKn  l-Mh.mni'  i )i'p.inmint.  MonttiMl 
.in*i  r«iHinl.i.  will  In-  I'limtl  thf  tint  Iii.tlnin''  <•!  Sttilin*: 
t  ,  ill  l  i.iii-li  r  in  \i  «  \>iik,  Sii  rlinj!  C'.ilili  in  L.iniul.i  .i"'l 
\,  ,<  N.iik  I  \.  h  iiiu'  111  <  111. 111. I.  Nil  ilii  li'iiilli  \car  ..I  llii 
tt.ii.  i  n.lmK  jiilii-  -.iilli.  11)1.^.  1  III  I  h.iiK  li.i\r  Imn  i.iliipilril 
It, .III  llw  iHi  ol  JuU  to  llu-  ,oih  ol  luni'  ill  i-.ii  li  follovMllK 
\iMi.  .1^  II  U.I-  in  jiiK,  I'lU.  ill. 11  loit'ij^n  lAih.inwr^  lii^-l  Iw 
>;,,n  lo  ^hou  ilii-  rill  I  Is  ol  ihi'  .inln  ip.ilril  wai 

Ihr  ilollid  linr  slio«~  ili.  (our-r  of  SlirlinK  C;ihlr  in 
Ni  «  Vork.  ihr  lir.u  \  uiiliiokrn  linr  the  rourse  of  New  York 
K\'h.intir  in  l  .iniiil.i,  .md  ilir  liKhitr  unbroken  line  the  rouFM- 
of  StrrlinK  Cable  in  i.'.in.iila.  which  moves  ronrurrcnily  with 
tlir  r.iirs  of  thr  former  two. 

SMrlIng  In  Ntm  Vork  and  Canada. 

.Mrniion  u.is  ni,i<l.-  in  thr  rxpl.in.iioiv  .iitn  Ir  .11 1 onip.iii\ - 
inn  iiur  H117  th.irt  of  thr  vvoniirrfut  jtrhirvriiirnt  ol  lirr  ii 
Itnl.iin  in  holilini;  S  rrlinn  Cil.lr  ■•p''K«i  il"  47''  7  K' 
\r\\  ^olk.  .ind  tin  I \j.ri  i.ili.in.  sinii  h.iiipiK  rr.ih/rit.  ot  lio\v 
Ihr  .iiU'  Iil  ol  l!n  I  llilril  S  ,ltr>  lo  tlir  u.ii  uotilil  r.i-r  lirl 
lull  >U  n  \K.un  ihr  .ih-olul  iinil.nmiH  ol  llir  ilotlr.l  linr 
>;to\\-  liow  wril  ihr  t.i^k  li.i  ■  Urrn  artoniplishrtl ;  .ts  f*>r  ihr 
p.i-i  vr.o.  in  f  lit  -inir  l  inu.n.  ii)i<i,  Sterlinff  Cable  ha«  not 
t.ilirn  h(  low  47*17  I'i  in  New  Soik. 

Thr  st.ibilitv  and  w>irlil-\\ ide  m.irket  for  the  pimnd 
McrlinK  h.ivr  .ilwav-  been  -.ynonvmou*  with  the  linanria! 
supremacy  of  London,  »o  that  in  tliis  ronnertion  it  may  be  of 
interest  to  note  how  the  "peicKinK"  of  sierlinit  has  rontribut- 
ed  to  the  above  situation,  and  the  prospects  for  its  retention, 
in  view  of  the  premier  creditor  position  the  I  nited  Stales 
now  orcupie-i  towards  the  rest  oi  the  world. 

.At  the  hearinifs  before  the  Senate  Committee  on  Bank- 
init  and  Currency  in  June  last,  at  \Va<ihinKlon.  it  was  the 
practicallv  unanimous  opinion  of  the  leading  forritfn  ev- 
chanKe  exiM-ris.  Ii.inkrrs.  .mil  iinin-rtrrs  of  the  I'nited  Si.ites. 
that  (Jreat  Brit.iin  In  In  r  .mion  11  siabiii/mK  strilinif  in  New 
^..rk  ti.i.l  rrl.nnr.i  tin  liii.inM.ij  srprrni.uv  loi  in\.  or  .ill  of 
'  .   i.illou        rr.ison-  , 

l-'irst  In  i.^iii.  !i\  Hit  .hIiom  in  hrin«  tin  iir^t  lounlrv 
to  pl.iir  liri  lll;lrnl^  llixm  .1  Kolil  ).l-i-.  l.ii.U  lilil.lin  lll.lilr 
the  ixuinil  slrilint;  lln-  iim^l  >l.ihlr  1  iirrrm  \  m  ihr  worUl,  -o 
that  lirr  inrri  h.inls.  .nul  the  inrri  ll.iiu ^  of  .inv  othrr  (<iunlr\ 
(ould  ni.ikr  .1  lonlr.Kt  m  slrilinK.  vmiIk'UI  thr  ri-k  of  violrnt 
tfuiiu.iiion-  l.ond<in,  ihereforr,  became  the  clearing  house 
for  ihr  «<irl(i  Bv  ri-storinK  the  stability  of  sterlinR  in  New 
Vork.  in  lyis.  dreat  Britain  retained  this  enviable  iKisition. 

.Second.-  The  I'niled  States,  prior  to  the  "penifinK"  of 
sterlins  in  Vew  Vork  was,  by  reason  of  her  vast  exports, 
practically  in  control  of  the  world's  exchanges,  more  so  as  at 
that  time  she  had  not  become  a  fielliKerer,t. 

It  needed  only  familiarity  to  place  the  dollar  credit  on  .1 
desirable,  or  even  niorr  desirable  basis  ,han  the  i-terlinit 
credit,  but  C.re.it  Britain  In  stabilirinR  the  market  placed,  as 
regards  stability,  the  pound  sterliUK  on  an  etiual  basis  to  the 


dollar  I  on-ri|iii  niK  .  Iirinn  in  pl»srs»H>a  "f  the  leadership, 
Lontlon  W  is  .tbie  to  rrl.iin  it 

Third  (;rrai  Britain  has  alwa\s  dryrloiH-d  thr  most 
isiutr  intrrnation.il  bankrrs  in  the  world  ,  she,  beinK  in  pos- 
-(ssion  of  thrm  wiU  loKrther  with  her  natural  advantaKCS, 
retain  her  financial  supremacy  yntil  some  other  country  in 
possession  of  equal,  if  not  ureatrr  natural  advaniaices.  de- 
velops as  able,  or  more  able  iateraaiional  bankers. 

Fourth.— By  means  of  siabiliiinic  sterling  in  New  Vork, 
(;reat  Britain  has  been  able,  indirerily.  to  finance  largeobliga- 
tions.duetothe  neutrals;  the  neutral  creditor  being  able  to  sell 
his  sterling  in  New  V^  '  i '  »  ih  it  purchase  his  own  cur- 
rency. Due  to  this  ■■•  ■  inoin  dous  situ.iiion  of 
the  neutral  exchanges  1,  .  pirniiiinis  in  Nrw  Vork. 
in  spite  of  their  un,_.  .  h.il.inrr  wiih  thr  I'nited 
States 

Simr  sirilint!  rvi  :■  tk''  ii  I  an. id. 1  lollows  ihr  (oursr  of 
sirrlinK  in  Nrw  \<irk.  and  \r»  \oik  liind-.  .1  (!!.inir  .11  ihr 
(h.irt  will  show  its  fluctuations,  following  exactly  the  trend  of 
Nrw  Vork  funds,  owing  to  the  "pegging"  of  sterling  in  .New 
Vork. 

Nf«  vwk  rmm  M  cuiwm 

The  iieriod  shortly  prior  to.  and  following  the  outbreak 
ol  war.  has  witnessed  more  violent,  but  not  wider  fluctuations 
than  have  occurred  during  the  year  shown  on  the  chart.  To 
account  for  this  it  is  necessary  to  revert  to  the  situation  of 
last  vear.  Canada  on  foreign  trade  showed  a  larite  favorable 
trade  balance,  composed  chiefly  of  exports  to  Creat  Britain, 
for  which  she  h.id  furnished  credit  OffsetiinK  this,  however, 
was  a  lesser  heavy  unf.iv.ir.ihle  iradr  b.il.inrr  with  thr  I'nited 
States,  to  be  srillrd  for  on  .1  r.ish.  <ir  sh<irt-trrm  1  rrdit  b.isi-. 

In  view  of  thr  .ilmvr  siluaiion.  whirh  this  vrar  has  br- 
romr  .ittKriv.itrd.  ibr  break  in  New  N<irk  funds  10  15  i<'  dis- 
Kilinl  on  Oilobrr  ;-,rd  l.i-l,  ni.n  .ipprar  nnw  .irr.inir<l.  \  re- 
virw  ol  ihr  irrnd  of  thr  ni.irkri  uill  show  thr  rr.isons, 

C'oninii  ni  in«  m  Juh,  11117.  i'h'  ihi"  shows  Hui  luationi 

ol  from  '4  1  '1  miniium.  and  reactions  to      i<i  prrmiuin, 

diir  1  hirtlv  to  lb  nr.iin  carried  over  from  the  preceding  year 
h.ivintf  brrn  .il  r\|Mirird. 

I  rom  \  imi-i  i-i  !br  ihari  shows  a  fairly  regular  line 
iround  ;  i<  prrmium.  with  a  descending  tendency,  until  on 
.Sriiirmbrr    ird,  p.tr  is  reached. 

From  il  is  date  until  October  23rd,  on  which  date  I5'i6 
discount  is  registered,  a  heavy  declining  trend  will  be  observ- 
ed, due  to  loans  in  the  I'nited  States  for  account  Cireat 
Britain,  for  the  purchase  of  the  Canadia-  wheal  crop. 

It  is  interesting  at  this  date  to  recal.  the  urgent  appeals 
to  the  I'nited  Slates  10  permit  the  export  of  gold  to  Canad.-i, 
and  the  final  arrangements  wherebv  shipments  were  to  be 
allowed  on  condition  of  brinR  "earmarked"  and  returned, 
when  needed. 

Man\  comments  were  made  at  the  time  a«  to  the  necessity 
for  this  arransement  and  thr  so-called  "srntimcniar'  re- 
sponse of  the  market  to  its  announcement.    The  facts,  how- 


(vi  r.  \vt  tr.  ih.ti  St        :ln  .irt.*nK<''tti-ni  ^^.i*  in.tdt-  the  hr.*vir»( 
-.llinK  |)ir»-ur.   «      ■■\vi  .in. I  ihr  hnil  I>i<Htf  lh4i  .rnlitmii: 
t.l.ivfd  n<i  p.iir  in  iln-  »uIimi|u<iii  li-*,  »■<■•  the  '■•rt  it 
iii'.i'--,ir\  lo  iinii.Ti  ti>im  I  niiril  Sl.ilf*  »hilr  Ni-«  Sulk 

fUlul-   »CI'-  .11  .1  itliitillllt 

V  iim  N.iviiiiIm  t  wh,  ili.  .l.iii  ilic  m.iil>.-t  .iK.im  umihril 
par.  t  ir  <li.iii  -Imi«>  .i  .u.  ■--Kill  <il  >tr.iih  viirii-rf  t» 

udasion.il  rraiti<in«.  uniil  Klh.  <m  »hirh  datr  a  nr« 

hiijh  (if  i  i«  r  (<  ni   i"  tr.n  lii  il 

T  -rhniial  and  M'ntiniinlal  rta-on-,  due  u>  the  rflurt.  <>1 
the  C  inadian  uovornmrnt  l<>  H«iat  loans  in  ihi-  I  nilrd  Slatr», 
iJUMil  between  Mav  i-l,  and  May  Sih.  a  sharp  break  (mm 
lb  to  4»  ptemium.   Seniiroeni,  homjevrr,  it.  aii'iin  -hort  livol, 
,  a«  in«ide  of  another  week  the  rate  »a»  i'«  premium 

After  suMaininic  »  lunher  reaction  to  i  per  cent.,  the  ra'.e 
steadily  <  limbs,  with  small  rearlion*.  to  it>  new  hiiih  remril 
of  2  I S  IJ  premium  on  the  J7th  June,  from  which  date  it  h.i» 
reacted  to,  and  hovered  around  tH  t«i  j  per  cent  premium 

Trmporarv  relief  may  be  tibtaincd  thi»  f.ill  h>  ,!T.un 
shipment*,  provided  they  are  finanted  l>\  llriiish  or  \mi  r  .  .m 
credit*,  but  permanent  rectification  of  the  present  unde«iialilr 
conditions  can  be  had  from  either,  .ir  all  ••(  the  followinK:- 


I-!  l.itiUid.itHin  «■!  l  .vjjdi  -  iintak>'f.iMi'  I  niusi  .vair* 
ir.idr  !...iiiie,  ihrouxh  ihr  pl.i.  in^  \m,ii«  in  wit  ..i.t.ts, 
and  (Uiiiilnieni  I't  unnri<s-ai>  imi».tr- 

jnd  S'lUtinit  t  .<ti  .  •■!  Xm-n  ..n  l.  .in-,  .  •  ■  ■<  .'• 
pri-i-ni  .ipiH-.tr-  imptoh.thli  i.  \ifw  *tt  the  iiit-in^  iti-.ini  i.tl 
liuiili'iis  -  I  ilii  1  hii,..l  .s'.iii  .  Ah,i«f  <i»n  exihanii'    *'th  the 

nrull..l-  ri.i.l.  -til.ll/in.!  I'm'  .iirtiliii  1-  iitM  >>•  I'  I 
les-t  1  iii-.«'uii'  'NiTi  I. ten  Mn' t  n  -  .ii         I  iii*,  !  -.'i'.- 

.1,1  I  lie  liiiuKlaiH'n.  or  di-o'unnnk:  in  '  nii"l  >■  I'f  • 
,1  Itiiii  '   -.i.  i-ur\  bilU  ,ii  prcM'Bt  held  l>v  U"  m  |>a>menl  id 

out  lAlHirl- 

4th    -K\|Hii!  ot  K"M  vihuh  .It  present  is  undesirable 
g«MI  M  AINMI  VimrlH. 

It  is  evident  ih.it  the  torriiin  e»i  hanni  s  haye  now  lotn- 
nienird  to  sh<m  the  i  Hei  i  <il  the  .din's)  suiir-si-.    Ili  I'  lolon  , 

emepi  tor  a  wi-ikenmn  o(  the  C'entr.il  I'ovmt-  ryih.mx  n 

the  neutrals.  rM»  irri-.i!  rrs|mnse  to  .illM'd  ~.|  .'  --r-  ■  «ii  o'l 
served,  hut  on  .\uiju»I  i"lh,  Stftliin!  i  li.].  '"n. 'i.  i  a  ;'',  n 
Ni'W  York,  and  the  nniir.il  .-v,  h.ini;.  -  m  S'  »  \"tl,  li.m-  .ill 
shown  heavy  drpn  .  i.o ion  w'uli  tS'  !  •  mr  .1  I'owrr-  n 
I  'i  inur-  on  till-  nriiti.il-  !i  ni  -lio«n  cif  it  .li  |o>..  i.it  -'n.  ill  of 
iin.l.'iil.i.  ilU  diir  to  tlir  ■.pinion  ..1  ■•xpi f  m'.  • 
n.iiion.il  !ijnl>"-t-  ili.it  the  'idi-  h.i»  detiniK-K  tuinrd  in  t  u-ir 
of  the  Miles 


